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MAJOR PROGRAM DETERMINATION

Steps of Risk-Based Approach — Step 1
B [dentify Type A programs based on total Federal Awards (FA) expended:

@ Expenditures $300k to $10 mil - $300k Expenditures

@ $10 mil to $100 mil - 3.0% of FA Expenditures
@ $100 mil to $1 hil - $3 mil Expenditures

@ $1 bil to $10 bil - 0.30% of FA

@ Expenditures $10 bil to $20 bil - $30 mil

@ Expenditures greater than $20 bil - 0.15% of FA

W All other programs are labeled Type B
B Exclude large Type A loan programs from calculation
M Biennia audits: use total FA expended in two-year period

Steps of Risk-Based Approach — Step 2
B | dentify low-risk Type A programs
@ Audited asamajor program in 1 of 2 most recent years
@ In most recent year, no audit findings that are:
@ Reportable conditions in internal control
& Materia noncompliance with laws & regulations
4 Known questioned costs > $10,000
4 Known questioned costs when likely questioned costs > $10,000
# Known fraud
€ Misrepresentations by auditee in summary schedule of prior audit findings
@ Use auditor judgment and criteriafor Federal program risk
provided in section ___.525 of Circular A-133

B Certain Type A programs may not be considered low-risk

Steps of Risk-Based Approach — Step 3
B |dentify high-risk Type B programs
@ Use auditor judgment and criteriafor Federal program risk provided in section __.525
of Circular A-133
@® Risk assessments are not needed for small Type B programs (generally, programs
under $100K)




Criteriafor Federal Program Risk -- Section .525 of Circular A-133
(to be used in Steps 2 and 3)
B Current and prior audit experience:
@ Weaknesses in controls over Federal awards
@ Multiple operating units administering program
@ Significant subrecipients
@® Complexity of EDP systems (new or recently changed)
@ Prior audit findings
@ No recent audit

B Oversight by Federal agencies and pass-throughs (agency may identify programs at higher risk
in compliance supplement, e.g., Medicaid)
B |nherent risk (program complexity, phasein life cycle, materiality)

Steps of Risk-Based Approach — Step 4
B Determine major programs as.
® All Type A programs, except low-risk Type A programs, plus
@ High-risk Type B programs — using either of 2 options:
€ Option 1: At least 1/2 of high-risk Type B programs but not to exceed the number
of low-risk Type A programs (the “cap”) or
€ Option 2: One high-risk Type B program for each low-risk Type A program, plus
@® Any programs required to be audited as magjor by grantor (grantor must notify 180
days before year-end and agree to pay full incrementa cost -- Example: Federal Family
Education Loan program -- Guaranty Agencies -- CFDA No. 84.032), plus
® Any Type A or B programs to meet percentage of coverage rule

Per centage of Coverage Rule

B The sum of mgjor program expenditures must encompass at least 50%
of the auditee' stotal Federa awards expended

B If auditee qualifies as a“low-risk auditee” under section __ .530 of the
Circular, then percentage of coverage is reduced to 25%

B Percentage of coverage rule must be met even if “the cap” on the
number of major programs is exceeded

B Percentage of coverage rule is applied after Steps 1, 2, 3, and all other
parts of Step 4 are performed

B When selecting additional programs to audit as magjor to comply with
percentage of coverage rule, not necessary to consider risk -- only $




Low-Risk Auditee Criteria -- Section .530 of Circular A-133
(to be used in Step 4, under the percentage of coverage rule)

Auditee must meet all criteriafor last two years

B Annual audits in accordance with A-133 (or A-128, as applicable)
B Unqualified opinion on FS and SEFA (cog. may waive)
B No material weaknesses in internal control (cog. may waive)
B No Type A programs had:

@® Material weaknessesin interna control

® Materia noncompliance

® Known or likely questioned costs > 5% of a Type A program

Deviation from Use of Risk Criteria -- .520(i) of Circular A-133
B For 1st year audits, mgjor programs may be determined as.
® All Type A programs, plus
® Any Type B programs necessary to meet the percentage of coverage rule

M “1st year audit” defined asthe 1st year:
@ Entity is audited under the Revised Circular A-133, published 6/30/97
@ Under achange in auditors (can be used only once every 3 years)

Risk-Based Approach -- An Overview
B Objective: Rotate the mix of Federal awards covered by audit over time

B Auditors are responsible for determining major programs using risk-based approach
B May delay use of risk-based approach in 1st year under revised A-133

B Auditors judgment required and presumed correct, if properly documented

B Incorporates percentage of coverage rule and low-risk auditee concept

W A-133 prescribes a 4-step process to implement risk-based approach



RISK-BASED APPROACH FOR DETERMINING MAJOR PROGRAMS
EXAMPLE FOR XYZ CASE STUDY

I ntroduction

Thefinal revision to OMB Circular A-133, “Audits of States, Local Governments, and Non-Profit
Organizations,” published June 30, 1997, requires that the auditor use a risk-based approach in
determining major programs. Sections of the Circular that describe the requirements of the risk-based
approach are:

8.520 Magjor program determination
8.525 Criteria for Federal program risk
8.530 Criteriafor alow-risk auditee

References in this example which are preceded by “8_.” are to the section numbers of OMB Circular
A-133.

Also, to mitigate any implementation problems with the risk-based approach, the provision for deviation
from use of risk criteria provided in 8. 520(1) applies to the first year this Circular is applicable and
permits auditors to defer implementation of the risk-based approach for one year (i.e., the risk-based
approach is optiona for audits of fiscal years ending June 30, 1997).

The following example for XY Z, amunicipality, isintended to illustrate the application of the risk-based
approach over afour year period (1997 through 2000). Included with the example are worksheets titled
“Major Program Determination Worksheet for XYZ” and “Summary of Audit Resultsfor XYZ .”
(Note: These worksheets are training tools only and are not required by OMB Circular A-133.)



Background on XYZ

XY Z had the following of Federal awards expended for the year ended June 30, 1997:

Program 1 $ 2,600,000
Program 2 2,200,000
Program 3 2,600,000
Program 4 2,000,000
Program 5 270,000
Program 6 240,000
Program 7 90,000
Totd $10,000,000

For purposes of this example, the programs and the amount of Federal awards expended for XY Z are
the samein 1997, 1998, 1999, and 2000.

XYZ'sfiscd year ends on June 30. For smplicity, the year ending June 30, 1996, will be referred to as
1996, the year ending June 30, 1997, as 1997, etc. XY Z had an audit conducted in accordance with
OMB Circular A-128 since 1991.

None of the Federal programs are material to XY Z’'sfinancial statements. For each year, the opinion on
the general purpose financia statements is unqualified and the auditor’s reports did not include any
reportable conditions or material instances of noncompliance at the financial statement level.

Program 1 Most of the expenditures from Program 1 are for payroll expenses. Employees paid from
this program spend al of their time working on this program. XY Z has historically had an accurate and
well controlled payroll system. No significant changes occurred in the payroll system or its personnel in
the last several years. This program was audited for each of the last several years as a mgor program.
No reportable conditions, material matters of noncompliance, or other audit findings were reported in
the last severd years.

Program 2 This program has complex eligibility requirements. Audits of the last three years have
disclosed matters of noncompliance, numerous reportable conditions, and questioned costs. In 1996,
there was an opinion qualification for a material noncompliance.

Program 3 This program is similar to Program 1 and was audited for the last severa years as a mgjor
program. No reportable conditions, material matters of noncompliance, or other audit findings were
reported in the last several years.

Program 4 Thisisanew programin 1997, and it issimilar to Program 1. This program was not
audited previoudly.



Program 5 This program is administered 100% by a district office of XY Z which islocated severa
hundred miles away from the city’s main office. The district office is staffed by a office manager and a
part-time clerica employee with limited training. Program expenditures are approved by the office
manager and, to minimize disruption, the original supporting documentation is retained at the district
office. Because of the complexity of compliance requirements and the relatively small size of this
program, the central office’sinvolvement is minimal. In previous audits, Program 5 was not audited as
amajor program or used to comply with the 50 percent rule. Accordingly, controls were not subjected
to risk assessment or testing and tests of compliance were not performed.

Program 6 This program was not previously audited as a magjor program or used to comply with the 50
percent rule. However, in 1996 a monitoring team from the Federal awarding agency performed a
review and found significant internal control and compliance problems.

Program 7 This program is administered at the same district office as Program 5 and, due to its small
Size, it was not considered a major program or used to comply with the 50 percent rule in previous
audits.



Anaysisfor Mgor Program Determination in 1997

Step 1 - Identify Type A and Type B Programs

Since XY Z receives less than $100 million, a Type A program is determined to be any Federal program
with Federal awards expended exceeding the larger of $300,000 or 3% of total Federal expenditures
(3% X$10,000,000 = $300,000). In thisexample, any program with Federal expenditures exceeding
$300,000 isa Type A program and any program at or below $300,000 is a Type B program. (8
.520(b)(1))

Programs 1, 2, 3, and 4 are Type A and Programs 5, 6, and 7 are Type B. Thiswill be the same for all
years since, in this example, the amount of Federal awards expended are the same for each year.

$ Type

Program 1 $ 2,600,000 A
Program 2 2,200,000 A
Program 3 2,600,000 A
Program 4 2,000,000 A
Program 5 270,000 B
Program 6 240,000 B
Program 7 90,000 B
Totd $10,000,000

Step 2 - Identify Low-risk Type A Programs

Programs 1 and 3 are identified as low-risk because the programs were audited as major programsin
1996 with no audit findings, there were no significant changes in the personnel or systems affecting the
programs which increased risk, and, in the auditor’s judgment, the programs are low-risk due to the
non-complex nature of the programs.

Program 2 is not low-risk because of audit findingsin the prior year and Program 4 is not low-risk
because it is a new program and was not audited previously.

Step 3 - Identify High-risk Type B Programs

Beforerisk assessments are begun, the auditor should consider which option islikely to be used
to select high-risk Type B programsasmajor programs, if any. In this case, Option 1 isassumed
to bethe most efficient approach for thisand all years of the example. Therefore, risk
assessments are performed for programs5 and 6.

A risk assessment is not performed on Program 7 because § .520(d)(2) of the Circular permits the
auditor to exclude relatively small Federal programs from the risk analysis. For XY Z, risk assessments
are not required for programs below $100,000.

Programs 5 and 6 are identified as high-risk.



Criteria considered in identifying Program 5 as high-risk include dollar size, the program was never
audited before, complexity of the program, and concern over control risk due to limited oversight of the
district office by headquarters and lack of separation of duties and training related to district office staff.

Program 6 was identified as high-risk because of its size, it was never audited before, and the concerns
raised by the 1996 monitoring visit. The auditor was told by the management of XY Z that the internal
control concerns raised during the 1996 monitoring visit were not corrected. However, XY Z appointed
a committee to start working on the internal control concerns and management assured the auditor that
corrective action is imminent.

1997

$ Type Risk
Program 1 $ 2,600,000 A Low
Program 2 2,200,000 A High
Program 3 2,600,000 A Low
Program 4 2,000,000 A High
Program 5 270,000 B High
Program 6 240,000 B High
Program 7 90,000 B -
Total $10,000,000

Step 4 - Determine Magjor Programs

Part 1
Non Low-risk Type A Programs - Type A Programs 2 and 4 are not low-risk and, therefore, are major
programs.

Part 2

High-risk Type B Programs - 8 .520(e)(2)(1)(A) requires that at least one-half of the high-risk Type B
programs be audited as major programs. However, that Section establishes a cap that the number of
high-risk Type B programs audited as maor programs need not exceed the number of low-risk Type A
programs.

Programs 5 and 6 are identified as high-risk Type B programs under Step 3. Therefore, one-half of the
number of high-risk Type B programsisone. Since the number of low-risk Type A programs (i.e.,
Programs 1 and 3) istwo, the cap is not applicable in this case. Therefore, the auditor is required to
select one high-risk Type B program as a mgor program. The auditor may choose either Program. 5 or
6 and is not required to justify a decision of which high-risk Type B program is audited as a major
program. The auditor selects Program 5 in this example. (Note: If there were no low-risk Type A
programs, the auditor would not be required to audit any high-risk Type B programs as major
programs. In addition, the auditor would not be required to perform risk assessments of Type B
programs if there were no low-risk Type A programs.)

Part 3



Percentage of Coverage Rule - Aggregate Federal expenditures for major Programs 2, 4, and 5, total
$4,470,000. Thisisonly 44.7% of total Federal awards expended.

Low-risk Auditee Determination - XY Z does not qualify as alow-risk auditee (See 8530 for criteria of
alow-risk auditee) because there was material noncompliance in a Type A program (Program 2) during
one of the preceding two years (1996). Therefore, the single audit must cover at least 50% of total
Federal expenditures to comply with the 50 percent rule.

To achieve 50% coverage, the auditor chooses to audit Program 1, alow-risk Type A program, as a
major program. This provides coverage over $7,070,000 or 70.7% of Federal awards expended, which
meets the 50 percent rule. (Note: The auditor could have selected any other Federal programs to meet
this 50 percent rule.)

% of Coverage Rule

HIGH

$10,000,000 X .50 = $5,000,000
LOW

$10,000,000 X .25 = $2,500,000

1997
Major Programs
High Risk $
Program 2 $2,200,000
Program 4 $2,000,000
Program 5 $ 270,000

$4,470,000 (44.7% of $10,000,000)

% of Coverage Rule
Program 1 $2,600,000 (26% of $10,000,000)

Total $7,070,000 (70.7% of $10,000,000)




Results of 1997 Audit

Audit
Program 1 -

Program 2 -

Program 4-

Program 5 -

Follow-up -

No audit findings.

Internal controls improved. However, there was one reportable condition in internal
controls. There were three audit findings related to noncompliance and known
questioned costs of $50,000. In evaluating the effect of questioned costs on the opinion
on compliance, the auditor’s best estimate was that total questioned costs did not exceed
3% of Program 2 expenditures. In the auditor’s judgement, there was not material
noncompliance.

No audit findings.

Significant problems were discovered at the district office. The district office manager
had neither retained documentation to support the expenditures nor documentation to
support compliance with the program’s complex requirements. All costs of the program
were questioned, and there were material weaknesses in internal control and material
matters of noncompliance.

Program 2 was the only program with prior audit findings and the follow-up was
performed as part of auditing this program as a maor program in the current year. For
purposes of this example, in any year a program is major, the follow-up will be assumed
to be done as part of auditing the maor program. For non-mgjor programs, audit
follow-up is listed separately in the results of audit section.

10



Anaysis for Major Program Determination in 1998

Step 1 - Identify Type A and Type B Programs
Programs 1, 2, 3, and 4 are Type A and Programs 5, 6, and 7 are Type B.

Step 2- Identify Low-risk Type A Programs
Programs 1, 3, and 4 are identified as low-risk because the programs were audited in one of the last two
years with no audit findings and there are no other indications of risk greater than low.

Program 2 is not low-risk because the 1997 audit disclosed a reportable condition in internal control and
significant questioned costs.

Step 3 - Identify High-risk Type B Programs
Programs 5 and 6 are identified as high-risk for the same reasons asin 1997. In addition, the 1997 audit
disclosed material weaknesses in internal control and material matters of noncompliance for Program 5.

1998
$ Type Risk
Program 1 $ 2,600,000 A Low
Program 2 2,200,000 A High
Program 3 2,600,000 A Low
Program 4 2,000,000 A Low
Program 5 270,000 B High
Program 6 240,000 B High
Program 7 90,000 B -
Total $10,000,000

Step 4 - Determine Major Programs

Part 1
Non Low-risk Type A Programs - Type A Program 2 is not low-risk and, therefore, isa mgor program

Part 2

High-risk Type B Programs - In accordance with § .520(e)(2)(1) (A), the auditor is required to audit

one high-risk Type B program. (One-haf of the high-risk Type B programsis one, and the cap does not
apply since the number of low-risk Type A programs is three.)

The auditor selects Program 6 based upon the following analysis. Most of the 1998 activity in Program
5 occurred before a new district manager was hired and the auditor concludes it would be of little value
to audit this program until management has time to fix the known problems. Also, Program 6 was
never audited before and auditing this program as a major program will determine whether corrective
action has occurred for the problems disclosed by the 1996 monitoring visit. The management of XY Z
is supportive of this because the Federal awarding agency has scheduled a monitoring visit of Program 6
in 1999 and management wants to ensure that Program 6 isin order. (Note: Under the risk-based

11



approach it would be permissible for the auditor to select Program 5 as amgor program. The auditor is
not required to justify a decision of which high-risk Type B program is audited as a magjor program.)

Part 3
Percentage of Coverage Rule - Aggregate Federal expenditures for major Programs 2 and 6 are
$2,440,000, or 24.4% of total Federal awards expended.

Low-risk Auditee Determination - XY Z does not qualify as alow-risk auditee because there was
material noncompliance in a Type A program (Program 2) during one of the preceding two years
(1996). Therefore, the single audit must cover at least 50% of total Federal expenditures to comply
with the 50 percent rule.

To achieve 50% coverage, the auditor chooses to audit Program 3. This provides coverage of Federal
awards expended totaling $5,040,000 or 50.4% which meets the 50 percent rule. (Note: The auditor
could select other Federal programs to comply with the 50 percent rule.)

1998
Major Programs
High Risk $
Program 2 $2,200,000
Program 6 $ 240,000

$4,440,000 (24.4% of $10,000,000)

% of Coverage Rule
Program 3 $2,600,000 (26% of $10,000,000)

Total $5,040,000 (50.4% of $10,000,000)

Results of 1998 Audit

Audit

Program 2 - There has continued to be improvement in both internal controls and compliance for this
program. No reportable conditions were reported. However, there were known
guestioned costs of $35,000. In evaluating the effect of questioned costs on the opinion
on compliance, the auditor’s best estimate was that total questioned costs did not exceed
2% of Program 2 expenditures. In the auditor’s judgment, there was not material
noncompliance.

Program 3 -  No audit findings.
Program 6 -  Some improvements were made in this program since the 1996 monitoring visit.

However, the auditor reported a reportable condition in internal controls, material
matters of noncompliance, and known questioned costs totaling $24,000.

12



Audit Follow-up

Program 5 -

In response to the problems found in 1997 for Program 5, corrective action was initiated.
XY Z replaced the district manager in May 1998. The qualifications of the new district
manager indicate that this person is knowledgeable in the program’s compliance
requirements. The new district manager scheduled extensive training for the part-time
employee. Also, headquarters just started monitoring the district office by reviewing al
transactions and otherwise supervising district activity. XY Z is aso negotiating with the
Federal awarding agency concerning pay-back of the questioned costs. (Note: In
accordance with 8 .500(e), the auditor is required to perform audit follow-up
procedures on Program 5 in 1998 even though it was not a major program in that year.)

13



Anaysis for Major Program Determination in 1999

Step 1 - Identify Type A and Type B Programs
Programs 1, 2, 3, and 4 axe Type A and Programs 5, 6, and 7 are Type B.

Step 2 - Identify Low-risk Type A Programs
Programs 1, 3, 4 are identified as low-risk because the programs were audited in one of the last two
years with no audit findings and there are no other indications of risk greater than low.

Program 2 is not low-risk because of significant questioned costs in 1998.

Step 3 - Identify High-Risk Type B Programs

Programs 5 and 6 are identified as high-risk. In the auditor’s judgment, Program 5 is still considered
high-risk because of severity of the problems disclosed in the 1997 audit and that corrective action was
not completed. Also, Program 6 is considered high-risk because of the audit findings in the 1998 audit.

1999

$ Type Risk
Program 1 $ 2,600,000 A Low
Program 2 2,200,000 A High
Program 3 2,600,000 A Low
Program 4 2,000,000 A Low
Program 5 270,000 B High
Program 6 240,000 B High
Program 7 90,000 B -
Total $10,000,000

Step 4 - Determine Major Programs

Part 1 - Non Low-risk Type A Programs - Type A Program 2 is not low-risk and therefore isamgor
program.

Part 2 - High-Risk Type B Programs - In accordance with § .520(e)(2)(1)(A), the auditor is required to
audit one high-risk Type B program. (One-haf of the high-risk Type B programsis one, and the cap
does not apply since the number of low-risk Type A programsiis three).

The auditor selects Program 5 to audit as a mgor program in order to follow-up on the district office
activity.

Part 3

Percentage of Coverage Rule - Aggregate Federal expenditures for mgjor Programs 2 and 5 are
$2,470,000 or 24.7% of total Federal awards expended.

Low-risk Auditee Determination - XY Z qualifies as alow-risk auditee. During the preceding two years
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(1997 and 1998), XY Z was audited under Circular A-133, the opinionson XY Z ‘sfinancia statements
were unqualified, and no material weaknessesin internal controls at the financial statement level were
reported. Also, the only Type A program with audit findings was Program 2, arid these findings were
not material weaknesses in internal controls, material noncompliance to the program, or known or likely
guestioned costs which exceeded 5% of the total expenditures for Program 2. Therefore, under criteria
for alow-risk auditee, XY Z only needsto cover 25% of Federal expenditures. (Note: Even though
there was material noncompliance in Program 6, a major program in 1998, this does not preclude the
auditeefrom qualifying as alow-risk auditee, since Program 6 isa Type B program. The criteriafor
low-risk auditee in 8. 53 0(d) only appliesto Type A programs.)

To achieve 25% coverage, the auditor chooses to audit Program 7. Program 7 was never audited as a
major program and is handled by the same district office as Program 5. Also, the management of XY Z
expressed interest in having the total activities of the district office audited to ensure that al prior
problems were corrected by the new district manager. Even though Program 7 (as arelatively small
Federa program with expenditures less than $100,000 as provided by 8§ .525(d)(2)) was not required to
be included in the risk-analysis, the auditor may choose it as a major program to meet the 25%
requirement for alow-risk auditee.

1999
Major Programs
High Risk $
Program 2 $2,200,000
Program 5 $ 270,000

$4,470,000 (24.7% of $10,000,000)

% of Coverage Rule
Program 7 $ 90,000 ( .9% of $10,000,000)

Total $5,040,000 (25.6% of $10,000,000)

Results of 1999 Audit

Audit

Program 2 - Again, there continued to be improvements in the internal controls over this program. No
reportable conditions were reported. There was only one audit finding with questioned costs of
$10,200. The cause of this questioned cost was that the two employees who usually handle this area
happened to be out sick on the same day, and the department supervisor filled in and botched the
transaction. In the auditor’ s judgment, there was not material noncompliance.

Program 5 and Program 7-
No audit findings. The new district manager and assistant were properly administering these programs

and headquarters was continuing to monitor the activity. Corrective action was complete on all prior
findings for Program 5.

15



Audit Follow-up
Program 6 - Corrective action was not completed on the conditions surrounding the reportable
condition disclosed in the 1998 audit.

16



Anaysis for Major Program Determination in 2000

Step 1- Identify Type A and Type B Programs
Programs 1,2,3, and 4 are Type A and Programs 5,6, and 7 are Type B.

Step 2- Identify Low-risk Type A Programs

Programs 2 and 3 axe identified as low-risk because the programs were audited in one of the last two
years and there axe no indications of risk greater than low. Even though Program 2 had an audit finding
for questioned costs greater than $10,000 in 1999, in the auditor’ s judgment this does not preclude the
program from being low-risk because the 1999 questioned cost is less than one half of one percent of
the program’ s total expenditures and the cause of the questioned cost is isolated.

Programs 1 and 4 are not low-risk because these programs were nol audited as magjor programs in either
of the last two years.

Step 3 - Identify High-Risk Type B Programs

In the auditor’ s judgment, Program 6 is considered high-risk because of the severity of the problems
disclosed in the 1998 audit.

2000
$ Type Risk
Program 1 $ 2,600,000 A High
Program 2 2,200,000 A Low
Program 3 2,600,000 A Low
Program 4 2,000,000 A High
Program 5 270,000 B Low
Program 6 240,000 B High
Program 7 90,000 B -
Total $10,000,000

Step 4 - Determine Major Programs

Part 1

Non Low-risk Type A Programs - Type A Programs 1 and 4 are not low-risk and, therefore, are major
programs.

Part 2

High-Risk Type B Programs - In accordance with 8 .520(e)(2)(1)(A), the auditor is required to audit
one high-risk Type B program. Since thereis only one high-risk Type B program, the auditor must
audit it in order to achieve coverage of at least one-half The cap does not apply since the number of
low-risk Type A programsis two.

Since Program 6 is the only high-risk Type B program, it is audited as a maor program.
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Part 3
Percentage of Coverage Rule - Aggregate Federal expenditures for mgjor Programs 1,4, and 6 are
$4,840,000, or 48.4% of total Federal awards expended.

Low-risk Auditee Determination - XY Z continues to qualify as alow-risk auditee. During the last two
years (1998 and 1999), XY Z was audited under Circular A-133, the opinionson XY Z ‘sfinancia
statements were ungualified, and no material weaknesses in internal controls at the financial statement
level were reported.

18



Also, the only Type A program with audit findings was Program 2, and these findings were not material
weaknesses in internal controls, material noncompliance to the program, or known or likely questioned
costs which exceeded 5% of total expenditures for Program 2. Therefore, under criteriafor alow-risk

auditee, XY Z only needs to cover 25% of Federal expenditures.

The requirement for 25% coverage is met without selecting additional programs.

2000
Major Programs

High Risk $

Program 1 $2,600,000
Program 4 $2,000,000
Program 6 $ 240,000

$4,840,000 (48.4% of $10,000,000)

% of Coverage Rule
Not Applicable

Total $4,840,000 (48.8% of $10,000,000)
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Major Program Determination Worksheet for XYZ

1997
Federal Step 4 Total
Expenditures Determination
Type A Part 1 Part 3
1 $2,600,000 26.0%  26.0%
2 $2,200,000 | 22.0% 22.0%
3 $2,600,000
4 $2,000,000f 20.0% 20.0%
Type B Part 2
5 $270,000| 2.7% 2.7%
6 $240,000
7 $90,000
Total $10,000,000 44.7% 26.0%  70.7%
Qualify aslow-risk auditee? No

1998
Step 4 Total
Determination Major
Part 1 Part 3
22.0% 22.0%
26.0%  26.0%
Part 2
2.4% 2.4%
244% 26.0%  50.4%

No

Note - Step 4 of the risk-based approach consists of three distinct parts as follows:
Part 1 represents non low-risk Type A programs that are audited as major programs.

Note - Thisworksheet isatraining tool only and is not required by OMB Circular A-133.

Part 2 represents high-rish Type B programs that are audited as maor programs.

1999
Step 4 Total
Deter mination

Part 1 Part 3
22.0% 22.0%
Part 2
2.7% 2.7%

0.9% 0.9%
24.7% 0.9% 25.6%

Yes

2000
Step 4 Total
Determination Major

Part 1 Part 3
26.0% 26.0%
20.0% 20.0%
Part 2
2.4% 2.4%
48.4% 48.4%

Yes

Part 3 represents additional programs that are audited as major programs to meet the percentage of coverage rule (50 percent for high-risk
auditee and 25 percent for low-risk auditee)
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SUMMARY OF AUDIT RESULTSfor XYZ

Program 1996 1997 1998 1999
1 No audit findings No audit findings
2 Opinion qualification for material One reportable condition in internal Improvementsin internal controls Improvementsin internal controls and
noncompliance. control. Three audit findings related and compliance. No reportable compliance. No reportable conditions
to noncompliance and known conditions reported. Known reported. One audit finding with
questioned costs of $50,000. questioned costs of $35,000. questioned costs of $10,200 which
Estimate of total questioned costs Estimate of total questioned costs was an isolated instance. No material
less than 3%. No material less than 2%. No material noncompliance.
noncompliance. noncompliance.
3 No audit findings. No audit findings.
4 No audit findings.
5 Significant problems discovered at Audit Follow-up Only No audit findings.
district office. All program costs are Corrective action had been initiated.
questioned. Material weaknessesin XYZ isnegotiating with Federal
internal control and material awarding agency on pay-back of
noncompliance. questioned costs.
6 A reportable condition in internal Audit Follow-up Only
controls, material matters of Corrective action not completed on
noncompliance, and known conditions surrounding reportable
questioned costs totaling $24,000. condition disclosed in the 1998 audit.
7 No audit findings.

Note: e®Shaded cell indicates program was not audited as a major program and audit follow-up was not required.

e Thisworksheet is atraining tool only and is not required by OMB Circular A-133.
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Factorsto Consider in Performing Risk AnalysisDetermining Major Federal Programs

Audit efficiency
Responsiveness to client requests

Severity of high risk assessment - i.e. number of factors considered
Rotation of programs audited
Auditor judgment
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